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On March 28, Finance Minister Eduardo Cabezas announced that the government had informed
foreign bank creditors of the "impossibility" of making debt payments this year. The decision to
"officially" suspend payments on the commercial debt effectively formalized a de facto suspension
since January 1987. Early last year, La Paz was forced to stop making payments on principal and
interest, result of a balance of payments crisis. Low oil prices in 1986 led to losses of $1 billion in
export revenues. Ecuador lost another $900,000 in oil export revenue last year, when an earthquake
in March destroyed its oil pipeline. Oil exports were terminated for a six-month period. In 1987,
the International Monetary Fund and the World Bank granted Ecuador about $650 million in loans
and other special credits to cope with balance of payments problems. As of late March, overdue
payments to the commercial banks for part of 1987 and the first quarter of 1988 total $350 million.
In October 1987, Ecuadoran officials initiated negotiations with the committee representing its
foreign bank creditors in Washington toward refinancing $5.6 billion of commercial bank debt. The
country's total foreign debt is about $10.1 billion. In the first phase of the negotiations, the banks
offered a seven-year grace period on principal payments, and a slight reduction in the interest
rate. The Ecuadoran authorities were heartened, and suggested that an agreement would soon be
completed, assuming the banks could provide $350 million in "fresh monies." The latter would
have been employed to cover 1987 payments in arrears, and part of the interest due in 1988. The
negotiations stagnated when La Paz requested $360 million in new loans justified by another decline
in oil prices , and the bank committee's failure to commit to even a $350 million loan. According
to the committee, the banks could provide only $328 million. Ecuadoran officials noted that some
banks refused to offer new monies because of a hard-line "attitude," and/or a tacit decision to wait
and negotiate the refinancing with the new administration to be installed in August. La Paz will
continue making payments to its multilateral institution creditors in order to prevent cutoffs of
promised funding for several important infrastructure projects. Difficulties, however, are expected
with these creditors as well since Ecuador has failed to meet certain fiscal and monetary targets
established in an existing agreement with the IMF. (Basic data from Excelsior, 03/29/88)
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